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may claim a credit under section 25 (e) based 
on this amount. 

(d) Limitation on credit—(1) Limitation 
where certificate credit rate exceeds 20 
percent. (i) If the certificate credit rate 
of any mortgage credit certificate ex-
ceeds 20 percent, the amount of the 
credit allowed to the taxpayer by sec-
tion 25(a)(1) for any year shall not ex-
ceed $2,000. Any amount denied under 
this paragraph (d)(1) may not be car-
ried forward under section 25(e)(1) and 
paragraph (d)(2) of this section. 

(ii) If two or more persons hold inter-
ests in any residence, the limitation of 
paragraph (d)(1)(i) shall be allocated 
among such persons in proporation to 
their respective interests in the resi-
dence. 

(2) Carryforward of unused credit. (i) If 
the credit allowable under section 25 
(a) and § 1.25–2T for any taxable year 
exceeds the applicable tax limit for 
that year, the excess (the ‘‘unused 
credit’’) will be a carryover to each of 
the 3 succeeding taxable years and, 
subject to the limitations of paragraph 
(d)(2)(ii), will be added to the credit al-
lowable by section 25 (a) and § 1.25–2T 
for that succeeding year. 

(ii) The amount of the unused credit 
for any taxable year (the ‘‘unused cred-
it year’’) which may be taken into ac-
count under this paragraph (d)(2) for 
any subsequent taxable year may not 
exceed the amount by which the appli-
cable tax limit for that subsequent tax-
able year exceeds the sum of (A) the 
amount of the credit allowable under 
section 25 (a) and § 1.25–1T for the cur-
rent taxable year, and (B) the sum of 
the unused credits which, by reason of 
this paragraph (d)(2), are carried to 
that subsequent taxable year and are 
attributable to taxable years before the 
unused credit year. Thus, if by reason 
of this paragraph (d)(2), unused credits 
from 2 prior taxable years are carried 
forward to a subsequent taxable year, 
the unused credit from the earlier of 
those 2 prior years must be taken into 
account before the unused credit from 
the later of those 2 years is taken into 
account. 

(iii) For purposes of this paragraph 
(d)(2) the term ‘‘applicable tax limit’’ 
means the limitation imposed by sec-
tion 26 (a) for the taxable year reduced 
by the sum of the credits allowable for 

that year under section 21, relating to 
expenses for household and dependent 
care services necessary for gainful em-
ployment, section 22, relating to the 
credit for the elderly and the perma-
nently disabled, section 23, relating to 
the residential energy credit, and sec-
tion 24, relating to contributions to 
candidates for public office. The limi-
tation imposed by section 26 (a) for any 
taxable year is equal to the taxpayer’s 
tax liability (as defined in section 26 
(b)) for that year. 

(iv) The following examples illustrate 
the application of this paragraph (d)(2): 

Example 1. (i) B, a calendar year taxpayer, 
holds a qualified mortgage credit certificate. 
For 1986 B’s applicable tax limit (i.e., tax li-
ability) is $1,100. The amount of the credit 
under section 25 (a) and § 1.25–2T for 1986 is 
$1,700. For 1986 B is not entitled to any of the 
credits described in sections 21 through 24. 
Under § 1.25–2T (d)(2), B’s unused credit for 
1986 is $600, and B is entitled to carry forward 
that amount to the 3 succeeding years. 

(ii) For 1987 B’s applicable tax limit is 
$1,500, the amount of the credit under section 
25 (a) and § 1.25–2T is $1,700, and the unused 
credit is $200. For 1988 B’s applicable tax 
limit is $2,000, the amount of the credit 
under section 25 (a) and § 1.25–2T is $1,300, and 
there is no unused credit. For 1987 and 1988 B 
is not entitled to any of the credits described 
in sections 21 through 24. No portion of the 
unused credit for 1986 my be used in 1987. For 
1988 B is entitled to claim a credit of $2,000 
under section 25 (a) and § 1.25–2T, consisting 
of a $1,300 credit for 1988, the $600 unused 
credit for 1986, and $100 of the $200 unused 
credit for 1987. In addition, B may carry for-
ward the remaining unused credit for 1987 
($100) to 1989 and 1990. 

Example 2. The facts are the same as in Ex-
ample (1) except that for 1988 B is entitled to 
a credit of $400 under section 23. B’s applica-
ble tax limit for 1988 is $1,600 ($2,000 less 
$400). For 1988 B is entitled to claim a credit 
of $1,600 under section 25 (a) and § 1.25–2T, 
consisting of a $1,300 credit for 1988 and $300 
of the unused credit for 1986. In addition, B 
may carry forward the remaining unused 
credits of $300 for 1986 to 1989 and of $200 for 
1987 to 1989 and 1990. 

[T.D. 8023, 50 FR 19346, May 8, 1985] 

§ 1.25–3 Qualified mortgage credit cer-
tificate. 

(a)–(g)(1)(ii) [Reserved] For further 
guidance, see § 1.25–3T(a) through 
(g)(1)(ii). 

(g)(1)(iii) Reissued certificate exception. 
See paragraph (p) of this section for 
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rules regarding the exception in the 
case of refinancing existing mortgages. 

(g)(2)–(o) [Reserved] For further guid-
ance, see § 1.25–3T(g)(2) through (o). 

(p) Reissued certificates for certain 
refinancings—(1) In general. If the issuer 
of a qualified mortgage credit certifi-
cate reissues a certificate in place of 
an existing mortgage credit certificate 
to the holder of that existing certifi-
cate, the reissued certificate is treated 
as satisfying the requirements of this 
section. The period for which the re-
issued certificate is in effect begins 
with the date of the refinancing (that 
is, the date on which interest begins 
accruing on the refinancing loan). 

(2) Meaning of existing certificate. For 
purposes of this paragraph (p), a mort-
gage credit certificate is an existing 
certificate only if it satisfies the re-
quirements of this section. An existing 
certificate may be the original certifi-
cate, a certificate issued to a trans-
feree under § 1.25–3T(h)(2)(ii), or a cer-
tificate previously reissued under this 
paragraph (p). 

(3) Limitations on reissued certificate. 
An issuer may reissue a mortgage cred-
it certificate only if all of the following 
requirements are satisfied: 

(i) The reissued certificate is issued 
to the holder of an existing certificate 
with respect to the same property to 
which the existing certificate relates. 

(ii) The reissued certificate entirely 
replaces the existing certificate (that 
is, the holder cannot retain the exist-
ing certificate with respect to any por-
tion of the outstanding balance of the 
certified mortgage indebtedness speci-
fied on the existing certificate). 

(iii) The certified mortgage indebted-
ness specified on the reissued certifi-
cate does not exceed the remaining 
outstanding balance of the certified 
mortgage indebtedness specified on the 
existing certificate. 

(iv) The reissued certificate does not 
increase the certificate credit rate 
specified in the existing certificate. 

(v) The reissued certificate does not 
result in an increase in the tax credit 
that would otherwise have been allow-
able to the holder under the existing 
certificate for any taxable year. The 
holder of a reissued certificate deter-
mines the amount of tax credit that 
would otherwise have been allowable 

by multiplying the interest that was 
scheduled to have been paid on the refi-
nanced loan by the certificate rate of 
the existing certificate. In the case of a 
series of refinancings, the tax credit 
that would otherwise have been allow-
able is determined from the amount of 
interest that was scheduled to have 
been paid on the original loan and the 
certificate rate of the original certifi-
cate. 

(A) In the case of a refinanced loan 
that is a fixed interest rate loan, the 
interest that was scheduled to be paid 
on the refinanced loan is determined 
using the scheduled interest method 
described in paragraph (p)(3)(v)(C) of 
this section. 

(B) In the case of a refinanced loan 
that is not a fixed interest rate loan, 
the interest that was scheduled to be 
paid on the refinanced loan is deter-
mined using either the scheduled inter-
est method described in paragraph 
(p)(3)(v)(C) of this section or the hypo-
thetical interest method described in 
paragraph (p)(3)(v)(D) of this section. 

(C) The scheduled interest method 
determines the amount of interest for 
each taxable year that was scheduled 
to have been paid in the taxable year 
based on the terms of the refinanced 
loan including any changes in the in-
terest rate that would have been re-
quired by the terms of the refinanced 
loan and any payments of principal 
that would have been required by the 
terms of the refinanced loan (other 
than repayments required as a result of 
any refinancing of the loan). 

(D) The hypothetical interest method 
(which is available only for refinanced 
loans that are not fixed interest rate 
loans) determines the amount of inter-
est treated as having been scheduled to 
be paid for a taxable year by con-
structing an amortization schedule for 
a hypothetical self-amortizing loan 
with level payments. The hypothetical 
loan must have a principal amount 
equal to the remaining outstanding 
balance of the certified mortgage in-
debtedness specified on the existing 
certificate, a maturity equal to that of 
the refinanced loan, and interest equal 
to the annual percentage rate (APR) of 
the refinancing loan that is required to 
be calculated for the Federal Truth in 
Lending Act. 
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(E) A holder must consistently apply 
the scheduled interest method or the 
hypothetical interest method for all 
taxable years beginning with the first 
taxable year the tax credit is claimed 
by the holder based upon the reissued 
certificate. 

(4) Examples. The following examples 
illustrate the application of paragraph 
(p)(3)(v) of this section: 

Example 1. A holder of an existing certifi-
cate that meets the requirements of this sec-
tion seeks to refinance the mortgage on the 
property to which the existing certificate re-
lates. The final payment on the holder’s ex-
isting mortgage is due on December 31, 2000; 
the final payment on the new mortgage 
would not be due until January 31, 2004. The 
holder requests that the issuer provide to the 
holder a reissued mortgage credit certificate 
in place of the existing certificate. The re-
quested certificate would have the same cer-
tificate credit rate as the existing certifi-
cate. For each calendar year through the 
year 2000, the credit that would be allowable 
to the holder with respect to the new mort-
gage under the requested certificate would 
not exceed the credit allowable for that year 
under the existing certificate. The requested 
certificate, however, would allow the holder 
credits for the years 2001 through 2004, years 
for which, due to the earlier scheduled re-
tirement of the existing mortgage, no credit 
would be allowable under the existing cer-
tificate. Under paragraph (p)(3)(v) of this sec-
tion, the issuer may not reissue the certifi-
cate as requested because, under the existing 
certificate, no credit would be allowable for 
the years 2001 through 2004. The issuer may, 
however, provide a reissued certificate that 
limits the amount of the credit allowable in 
each year to the amount allowable under the 
existing certificate. Because the existing 
certificate would allow no credit after De-
cember 31, 2000, the reissued certificate could 
expire on December 31, 2000. 

Example 2. (a) The facts are the same as Ex-
ample 1 except that the existing mortgage 
loan has a variable rate of interest and the 
refinancing loan will have a fixed rate of in-
terest. To determine whether the limit under 
paragraph (p)(3)(v) of this section is met for 
any taxable year, the holder must calculate 
the amount of credit that otherwise would 
have been allowable absent the refinancing. 
This requires a determination of the amount 
of interest that would have been payable on 
the refinanced loan for the taxable year. The 
holder may determine this amount by— 

(1) Applying the terms of the refinanced 
loan, including the variable interest rate or 
rates, for the taxable year as though the refi-
nanced loan continued to exist; or 

(2) Obtaining the amount of interest, and 
calculating the amount of credit that would 

have been available, from the schedule of 
equal payments that fully amortize a hypo-
thetical loan with the principal amount 
equal to the remaining outstanding balance 
of the certified mortgage indebtedness speci-
fied on the existing certificate, the interest 
equal to the annual percentage rate (APR) of 
the refinancing loan, and the maturity equal 
to that of the refinanced loan. 

(b) The holder must apply the same meth-
od for each taxable year the tax credit is 
claimed based upon the reissued mortgage 
credit certificate. 

(5) Coordination with Section 143(m)(3). 
A refinancing loan underlying a re-
issued mortgage credit certificate that 
replaces a mortgage credit certificate 
issued on or before December 31, 1990, is 
not a federally subsidized indebtedness 
for the purposes of section 143(m)(3) of 
the Internal Revenue Code. 

[T.D. 8692, 61 FR 66214, Dec. 17, 1996] 

§ 1.25–3T Qualified mortgage credit 
certificate (Temporary). 

(a) Definition of qualified mortgage 
credit certificate. For purposes of §§ 1.25– 
1T through 1.25–8T, the term ‘‘qualified 
mortgage credit certificate’’ means a 
certificate that meets all of the re-
quirements of this section. 

(b) Qualified mortgage credit certificate 
program. A certificate meets the re-
quirements of this paragraph if it is 
issued under a qualified mortgage cred-
it certificate program (as defined in 
§ 1.25–4T). 

(c) Required form and information. A 
certificate meets the requirements of 
this paragraph if it is in the form speci-
fied in § 1.25–6T and if all the informa-
tion required by the form is specified 
on the form. 

(d) Residence requirement—(1) In gen-
eral. A certificate meets the require-
ments of this paragraph only if it is 
provided in connection with the acqui-
sition, qualified rehabilitation, or 
qualified home improvement of a resi-
dence, that is— 

(i) A single-family residence (as de-
fined in § 1.25–1T(b)(5)) which, at the 
time the financing on the residence is 
executed or assumed, can reasonably be 
expected by the issuer to become (or, in 
the case of a qualified home improve-
ment loan, to continue to be) the prin-
cipal residence (as defined in section 
1034 and the regulations thereunder) of 
the holder of the certificate within a 
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